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ECUADOR: KEY ECONOMIC INDICATORS 


1980 1981 1982 PCT CHANGE 
81/82 


LL 


NATIONAL ACCOUNTS AND PRODUCTION 


GDP, Current Prices (billions of sucres) 284.2 
GpP, Current Prices (millions of 
dollars) + 11,368 
GDP, per capita, Current Prices ($) 1,361 
GDP, Constant (1975) Prices (billions 
of sucres) 
GDP, Constant (1975) Prices (millions of 
dollars) 
Petroleum Production (thou. bbl/day) 
Petroleum Sector (% real growth) 
Agrarian Sector (% real growth) 
Manufacturing Sector (% real growth) 
Construction Sector (% real growth) 


FINANCE/FISCAL (billions of sucres) 


Money Supply (currency, demand dep.) 50.05 60.17 
Private Banks' Time/Savings Deposits 8.60 10.81 
Central Bank Credit 31.49 46.31 55.23 
Natl Consumer Price Index-Pct. Increase 12.8 17.2 24.4 

Central Gov't Current Budget Rev. 37.63 39.30 42.09 
Central Gov't Budget Expenditures 43.36 49.06 63.70 


TRADE AND BALANCE OF PAYMENTS (Money values in millions of dollars, rounded) 


Total Exports (fob, licenses granted) 2,506 2,541 2,137 
Exports of Crude Petroleum (mil. bbl) 39.6 45.4 42.7 
Exports of Crude Petroleum (fob) 1,394 1,560 1,181 
Exports of Ref. Pet. Products (cif) 193 167 137 
Exports of Bananas (fob) 237 208 213 
Exports of Coffee Beans (fob) 130 106 139 
Exports of Raw Cocoa (fob) 30 de 63 
Exports of Proc. Cocoa (fob) 181 106 56 
Exports of Fish Products (fob) 156 182 211 
Exports to U.S. (fob, lic. granted) 749 984 1,015 (est) 
Exports to U.S. (% of total) 29.9 38.8 47.5 
Total Imports (cif, lic. liquidated) 1,665 1,946 1,988 
Imports from U.S. (cif, lic. granted) ) 862 757 749 (est) 
Imports from U.S. (% of total on cif 

lic. granted basis) 38.3 33.7 37.7 
Current Account Balance -642 -1,002 -1,050 
Capital Account Balance 867 715 590 
Balance of Payments (net change) 225 -287 -460 
Central Bank Gross Int'l Reserves ** 1084 678 457 
Central Bank Net Int'l Reserves ** 857 563 210 
External Public Debt ** 3,530 4,416 4,699 
Public Debt Service Ratio 19.5 30.7 39.0 
Registered Private External Debt ** 1,071 1,371 1,536 
Total External Debt ** 4,601 5,787 6,235 
Total External Debt as Pct. of GDP 40.5 43.1 47.0 
Total Debt Service Ratio 35.2 43.0 66.4 


Note: ** at year end 





SUMMARY 


The Ecuadorean economy is in a period of stagnation after the petroleum boom 
years of the 1970's. Real GDP growth for 1982 was only 2.0 percent. 
Inflation has reached 51.4 percent (6/82 - 6/83); total gross investment 
during 1982 actually fell by 6.3 percent. 


Much of the problem is due to the weak performance of the external sector. 
Ecuador's trade surplus for 1982 dropped sharply to $150 million. The 1982 
current account deficit totalled $1.05 billion; the drop in net 
international reserves, $353 million. This deterioration has been caused by 
several factors: 


effects of the world recession; 
a sharp drop in oil prices since 1981; 


rapid growth in external debt, especially short term maturities, 
resulting in high debt service payments; 


a decline in world market prices and demand for Ecuador's traditional 
agricultural exports; 


-- an erosion in private sector confidence leading to capital flight. 


The refinancing of the external debt has been one of the GOE's top economic 
priorities since August 1982. Ecuador's public external debt totals $4.7 
billion; registered private external debt, $1.5 billion. The amortization 
and interest payments on the external debt due in 1983 (before refinancing) 
total $2.4 billion. 


Since October 1982, the GOE has been negotiating with some 200 creditor 
foreign banks concerning the rescheduling of $1.1 billion public sector debt 
due through the end of 1983. Indications are that these negotiations, which 
have been expanded to include the refinancing of at least a portion of the 
country's private external debt, will be concluded successfully. During the 
same period, Ecuador has negotiated with the IMF for stand-by assistance. 

In late March 1983 the Government submitted a letter of intent to the Fund, 
which in early June conditionally approved a one year stand-by arrangement 
totalling $170 million. 


Since October the Government has taken several important steps to put its 
economic house in order, including reduction of gasoline and wheat 
subsidies, the imposition of import restrictions, and an attempt to cut 
government spending. In March 1983 the Government announced further 
measures, including a 27 percent devaluation of the sucre and the raising of 
some petroleum product prices (other than gasoline). ‘These actions have 
been taken at considerable political cost and were responsible, at least in 
part, for the general strike of October 1982, the public employees strike of 
January, and the general strike of March 1983. 





In the short and medium term, the health of the Ecuadorean economy is 
closely tied to conditions in the world oil market. Ecuador currently 
produces 230,000 barrels/day of crude, up from the 1982 average of 211,300 
b/d due to the recent inclusion of several wholly owned CEPE fields 

in the Northeast. Ecuador exports roughly half of total production. 
Petroleum income accounts for 55 percent of export earnings, 12 percent of 
the GDP and one-third of central government budget revenue. 


Relations between the Governments of the United States and the Republic of 
Ecuador are excellent. The United States strongly supports Ecuador's 
efforts to consolidate and strengthen constitutional, democratic 
government. The strains on bilateral relations because of differences over 
fishing rights were relieved by the United States Government's March 1983 
decision to lift its ban on the importation of Ecuadorean tuna. Further 
indications of close United States-Ecuadorean relations include the 
extension in FY 83 of a $65.3 million agricultural credit to Ecuador under 
the U.S. Department of Agriculture's Commodity Credit Corporation program 
and the official visit to the United States by Ecuadorean President Osvaldo 
Hurtado in April 1983. 


MACROECONOMIC SITUATION AND PROSPECTS 


GDP AND ECONOMIC GROWTH: ‘Throughout the year the Central Bank revised 
downward its estimate of 1982 real Gross Domestic Product (GDP) growth. The 
Bank's most recent figures place 1982 real GDP growth at 2 percent. Other 
observers have suggested a 1.4 percent figure. Ecuador's GDP in 1982 (at 
current prices) was 392,000 million sucres or $13.261 billion, converted at 
a weighted official exchange rate of 29.56/dollar. (This takes into account 
the May 13, 1982, devaluation of the sucre from 25 to 33 to the dollar. 
Dividing by the average free market exchange rate for the year of 50.3 
would, of course, yield a lower GDP estimate in dollars.) Using the 
Embassy's current population estimate of 8.8 million,* (see note on page 5), 
per capita GDP was $1,507, a 3 percent decline from 1981. 


Ecuador GDP sectoral contribution and growth were as follows: 


Sector 


Agrarian Sector 
Agriculture 
Cattle 
Fishing 

Petroleum Production 

Manufacturing 

Public Administration 

Services 
Construction 

Other 

Total GDP 

Non-petroleum GDP 


% Share 
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(Central Bank projection, 1/83) 
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* Notes: Prior to the November 1982 census, the Ecuadorean Government 
estimated the population to be 8,960,000. Provisional census data, however, 
place the figure at 8,050,000. Our estimate of 8.8 million assumes a 3 
percent per year growth rate over the past decade. 


The slow 1982 growth rate provides further evidence that Ecuador continues 
in a period of economic deceleration. The country's "petroleum boom" of the 
mid-to-late 1970's, followed by growth attributable to substantial public 
sector external borrowings, resulted in high growth rates during the 

decade. Factors contributing to a slower growth rate in recent years are 
the low level of petroleum exploratory activity, political uncertainties and 
decreasing private sector confidence, depressed prices for the country's 
major exports, and lack of incentives in the important, but long-troubled, 
agricultural sector. Ecuador's liberal external borrowing policy also led 
to a growing debt service burden which drained resources from major 
development projects. 


The Central Bank estimates for 1983 growth (see above) may be optimistic. 
Informed observers predict 1983 real GDP growth will be in the zero to -1.0 
percent range. Successful renegotiation of the public and private external 
debt, bringing an influx of new credits, will undoubtedly spur growth, 
providing both new resources and a psychological lift to the investment 
climate. However, these effects could be mitigated by recent events. 
Serious flooding in Ecuador's coastal areas during the 1982-83 winter have 
caused approximately $360 million in crop and infrastructure damage. A 
lower average for world prices will also affect Ecuador's petroleum export 
earnings, the country's most important source of foreign exchange. 


PETROLEUM SECTOR: The following chart summarizes 1982 petroleum sector 
activities (figures in millions of barrels): 


1981 1982 


Crude Oil Production 77.03 77.11 
Crude Oil Exports (excluding barter deals 

and processing agreements) _ 38.50 32.88 
Petroleum Product Production 32.26 32.98 
Petroleum Product Imports 5.48 5.70 
Petroleum Product Exports 6.73 5.87 
Domestic Petroleum Product Sales 30.18 30.20 


During 1982, petroleum income accounted for more than one-third of central 
government budget revenues and 55 percent of all export earnings. With an 
average daily production of 211,250 barrels, the petroleum sector accounted 
for 12 percent of the GDP. CEPE (Corporacion Estatal Petrolera Ecuatoriana) 
is the state oil company. The CEPE/Texaco Consortium operating in the 
eastern jungle region or “oriente" was responsible for more than 95 percent 
of 1982 crude production. Unfortunately for Ecuador, the soft world 
petroleum market reduced 1982 oil export revenue by 24.3 percent compared 
with 1981 levels. 





Petroleum production during 1983 will probably exceed the 1982 average by 
20,000 or more barrels per day. CEPE has begun limited production (19,000 
b/d) from its wholly owned fields. CEPE hopes to raise this figure to 
40,000 b/d by the end of 1983. 


Froven crude reserves, a matter of some controversy, are estimated at 
approximately 1.2 billion barrels. Reserve estimates could rise 
dramatically in the next several years if the new exploratory activity 
envisioned by the Government's recent revision of the hydrocarbon sector 
investment laws actually takes place. Domestic demand for petroleum 
products rose only 1 percent in 1982 after a decade of yearly 8-10 percent 
increases and has declined 6 percent in the first half of 1983 due to higher 
prices and reduced economic activity. Large public investment in the 
hydroelectric sector and increased consumer petroleum product prices (hikes 
occurred in October 1982 and March 1983) could reduce internal demand even 
further. It seems likely that Ecuador will remain a net crude exporter 
through the decade. 


AGRARIAN SECTOR: Ecuador's agrarian sector includes agriculture (crop 
production) , fishing, livestock, and forestry components. As such, it 
employs 49 percent of Ecuador's economically active population and 
contributes 11.6 percent of the GDP. During 1982, the sector accounted for 
26 percent of the value of merchandise exports. In 1982, the agrarian 
sector as a whole grew 4.8 percent. However, most of that growth can be 
attributed to the dynamic fishing industry (especially shrimp farming), 
which increased by 25 percent, and the forestry component, which increased 
by 10 percent. In contrast, crop and livestock production showed a one 
percent decline. Among the problems faced by farmers are price controls 
designed to benefit urban consumers, uncertainty regarding agrarian reform 
policy and inadequate credit availabilty. 


The outlook for 1983 is for a continuation of the declining trend in 
agricultural crop output. However, the agrarian sector as a whole, paced by 
the fishing industry, should show some growth in 1983, perhaps 2-3 percent. 
This figure, however, will be affected by the final amount of crop and 
infrastructure damage caused by the 1982-83 winter's heavy rains and 


MANUFACTURING: The manufacturing sector grew by a reported 3.7 percent 
during 1982. Like the economy as a whole, the growth rate of the 
manufacturing sector has been decelerating, a consequence of political 
uncertainties resulting in sluggish private investment in Ecuador; the 
higher costs for wages and materials, a tightening of credit, a continuing 
shortage of qualified managerial personnel, and difficulties in actual 
implementation of export opportunities theoretically created by Ecuador's 
membership in the Andean Pact. In recent months business has been hampered 
by shortages of foreign exchange (making short term trade credits difficult 
to obtain), the slowness of the Government to adjust controlled prices, and 
severe import restrictions. 





The manufacturing sector's growth rate may well slip further during 1983, as 
many firms face decreasing demand for their products, escalating costs 
(particularly for imported materials in the wake of the May 1982 and March 
1983 devaluations) , and continued competition from contraband. The heavy 
burden of repaying principal and interest for previous foreign borrowings is 
also a negative factor. Some relief will be available through the private 
debt refinancing scheme announced by the Monetary Board in June 1983 which 
will convert external private debt held in dollars to longer term sucre 
obligations. 


CONSTRUCTION: Since 1980, construction sector growth has decelerated 
rapidly after a decade of 15 percent yearly growth. During 1982, the sector 
experienced -4.4 real growth; the situation may well deteriorate in 1983. 
Causes for the sector's difficulties include a heavy foreign currency debt 
burden, rising domestic interest rates and dramatically higher construction 
material costs. The construction industry is not likely to be pulled out of 
its slump by public spending during 1983; the government has continued to 
scale down and defer many major construction projects once envisioned by the 
1980-84 National Development Plan. 


FISCAL PERFORMANCE 


Public sector spending in Ecuador has two components -- the Central 
Government Budget and the remainder of the public sector (about which 
information is limited). The Central Government Budget accounts for 
approximately 35-40 percent of total public sector spending. The major 
spenders outside the central budget process are the National Defense Board 
(weapons procurement), CEPE, and INECEL (the state electrification 
institute). 


The 1983 Central Government Budget calls for expenditures of 75,800 million 
sucres ($1.68 billion at the current official exchange rate), of which 22,000 
million sucres are destined for servicing the public debt. This total 
spending level is up 19 percent over 1982. The revenue side of the 1983 
budget is less clear. The effects on revenue of the government's recent 
economic measures (the devaluation, import restrictions, petroleum product 
price hikes, etc.) and of a decline in petroleum export income have not been 
fully assessed. The budget deficit is expected to be at least 9,000 million 
sucres ($200 million). In its letter of intent of March 24, 1983, requesting 
IMF stand-by assistance, the Government stated its plan to lower the overall 
public sector deficit from 7.5 percent of GDP in 1982 to about 4 percent in 
1983. 


In March 1983, the Government passed the long-awaited Law on Public 
Spending, which imposes a measure of fiscal austerity on the public sector 
budgetary process. Among others provisions, the wide-ranging law: 





requires that the budgets of all government agencies be approved by 
the Ministry of Finance and the Congress, 


sets aside the oil export revenue from CEPE's wholly owned fields to 
be used to finance the public debt, 


requires that all public sector entities obtain permission from the 
Finance Ministry before negotiating external credits, 


limits the growth of bonuses and subsidies for public sector 
employees , 


limits all public sector entities to a 5 percent increase in their 
current expenditure budgets for 1983 and for 1984. 


MONETARY POLICY AND INFLATION 


Ecuador's money supply increased by 20.2 percent (in sucre terms) during 
1982, reaching a total of $1,823 million equivalent by year's end . The 
fact that money supply growth during 1982 was negative in real terms 
(lagging behind inflation) has led to complaints from the business community 
that it faces a “liquidity crunch" which is seriously depressing both 
industrial productivity and consumer demand. The Central Bank, on the other 
hand, fearful of hyper-inflation and conscious of commitments to the IMF, is 
likely to continue a cautious monetary policy. 


Inflation for 1982 (measured as the December to December increase in the 
urban Consumer Price Index) totalled 24.4 percent, up from 17.2 percent in 
1981. Inflation since has accelerated; the rate measured between June 1982 
and June 1983 was 51.4 percent. It has been fueled by the May 1982 and 
March 1983 devaluations, petroleum product price increases and subsidy 
reductions, and, less importantly, compensatory increases in the minimum 
wage structure. As these adjustments continue to work their way through the 
economy, inflation during 1983 may average 50 percent. 


INCOME DISTRIBUTION AND LABOR 


Little solid data are available concerning income distribution. Nonetheless, 
it is apparent that wide disparities in income levels in the country exist. 
It has been estimated, for example, that 60 percent of the rural population 
live in marginal conditions. Unemployment figures are also difficult to 
come by. The latest available estimate places open unemployment in 1982 at 
8.7 percent. The 1974 census concluded that unemployment at that time was 
5.5 percent. Urban underemployment has recently been estimated at 45 
percent; rural, 75 percent. It is safe to assume that with 1982 real 
economic growth at no more than 2 percent and population growth above that 
rate, unemployment increased during the year. 





Ecuador's industrial minimum wage per month was raised to 4,600 sucres in 
November 1982 and to 5,600 sucres ($124 at the current official exchange 
rate) effective July 1, 1983. Higher minimum wages apply to certain 
occupational categories, while lower minimums prevail in others, such as 
agricultural labor and domestic service. Many salaried workers earn 
substantial bonuses and subsidies, adding as much as 60 percent to the basic 
wage. The national work force of 2.9 million are employed in the following 
sectors: 


. 
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SECTOR 


Agrarian 

Mining 

Manufacturing 

Electricity, water & gas 
Construction 

Sales 

Transport, storage & communications 
Finance & insurance 

Other services 

Miscellaneous 
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EXTERNAL SECTOR 


BALANCE OF TRADE: There exist various measures of Ecuador's merchandise 
exports and imports, most of which are irreconcilable. Statistics on export 
and import licenses granted and on import licenses liquidated are collected 
by the Central Bank and made available on a timely basis. Such statistics 
omit those transactions, such as certain public sector imports, that do not 
require licenses. In measuring balance-of-payments performance the Central 
Bank makes certain adjustments to these statistics in an effort to take into 
account items not needing licenses, contraband trade, and prevalent 
under-invoicing and over-invoicing. The Bank also often issues revised 
trade and other statistics. Finance Ministry data based primarily on 
customs transactions are late in appearing and are sometimes incomplete. 


Comparing export-licenses-granted (FOB) statistics with import-licenses- 
liquidated (CIF) statistics yields the least inaccurate current picture of 
Ecuador's merchandise trade situation. On this basis, Ecuador recorded a 
balance-of-merchandise-trade surplus of $149 million (exports jot $2,137 
millions versus imports of $1,988 million) during 1982, a drop from the $595 
million surplus of a year earlier. This decline is due primarily to lower 
petroleum export prices. 


According to present estimates, Ecuador registered a bilateral balance-of- 
trade surplus of $266 million with the United States during 1982. Ecuadorean 
exports to the United States were $1,015 million, up 3.2 percent from the 
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1981 level, and represented some 47.5 percent of Ecuador's total exports. 
Ecuadorean imports from the United States during 1982 were $749 million, 
$8 million less than in 1981. 


Ecuador's balance-of-merchandise-trade surplus will increase during 1983, 
already totalling an estimated $450 million during the first six months. On 
the export side, lower oil prices are partially offset by an increase in 
export volume due to higher production and lower domestic demand for 
petroleum products. Imports are registering a marked decline as a result of 
the devaluation and strict import restrictions imposed in November 1982. 


CURRENT ACCOUNT/CAPITAL ACCOUNT: Faced with a large debt service burden and 
a Narrowing trade surplus, Ecuador registered a current account deficit of 
$1,050 million in 1982, a figure virtually identical to that of the previous 
year. According to the Central Bank, external debt interest payments 
totalled $778 million; amortization payments, $1,967 million. The 1982 
capital account surplus was $590 million. 


The anticipated implementation of Ecuador's current renegotiation of $1.1 
billion of public external debt, the IMF stand-by arrangement, and the 
private debt financing mechanism will of course affect 1983's balance- 
of-payments picture. Of the requested $170 million in stand-by assistance 
from the Fund, it appears that three-quarters may be disbursed during this 
year. The debt renegotiation package includes an influx of new credits 
totalling $431 million and a guarantee of continued availability of 
short-term trade credits estimated at up to $750 million. The private debt 
"sucretization" scheme announced by the Monetary Board in June may provide 
for refinancing of up to $950 million of private sector external debt. The 
extent to which new credits will offset current interest payments and the 
Central Bank's international payments backlog is not clear. Also capital 
flight could continue to be a serious problem. Although figures are scarce, 
one local source has estimated that between January 1981 and October 1982 
$650 million left the country. For 1983 the Government anticipates a 
current account deficit less than half that experienced in 1982 (i.e., under 
$500 million). Other observers predict a somewhat larger deficit. 


BALANCE OF PAYMENTS AND RESERVES: ‘The Central Bank's calculation of 1982 
-of-payments performance was a deficit of $460 million. This does 
not take into account the Central Bank's October 1982 revaluation ($107 
million increase) of its gold holdings. Net reserves dropped to $210 
million by yearend 1982, equivalent to the value of 1.3 months of imports. 


As of May 13, 1983, Ecuador's net holdings of international reserves stood 
at $137 million. However, Ecuador counts among its reserve assets $95 
million in illiquid monetary gold. Also, the Central Bank is approximately 
$400 million behind in its obligations to exchange importers' sucres for 
dollars. Ecuador's letter of intent to the IMF pledges that this backlog 
will be paid off by November 30, 1983. 





FOREIGN EXCHANGE: On March 19, 1983, the Government devalued the official 
sucre to 42 sucres to the dollar, up from the 33 sucres/dollar rate set in 
May 1982. Under the Monetary Board's order, the dollar/sucre parity 
automatically increased by .04 sucres per workday, introducing flexibility 
in the official exchange rate for the first time. This "“mini-devaluation" 
rate was increased to .05 sucres per calendar day on June 20, 1983. This 
accelerated creep will bring the official exchange rate to 54 sucres per 
dollar by the end of 1983. This official rate is used for most foreign debt 
repayment and trade transactions. 


The Government also created a "Central Bank free market rate" in March 1983 
which was set at 70.70 sucres/dollar. This rate is periodically adjusted 
(reaching 86.20 sucres/dollar in late June 1983). ‘Thirty percent of the 
value of non-traditional exports may be exchanged for sucres at this rate. 
The Central Bank then makes that foreign exchange available for sale to 
importers of non-essential goods at the same rate. 


In addition, Ecuador has an open and vigorous free exchange market. During 
most of the 1970's, the free market exchange rate did not vary significantly 
from the official 25 sucres/dollar rate. During the past year and a half, 
that situation has changed dramatically. On January 31, 1982, the rate was 
34 sucres/dollar; by January 31, 1983, it was 65.7 sucres/dollar. During 
the second half of June 1983, the rate has averaged 93 sucres/dollar. In 
recent months the free market has been subjected to strong pressure: 1) 
from private sector holders of unregistered debt who must go into this 
market to buy dollars to meet overseas obligations and 2) from impatient 
importers who are unable to buy dollars from the Central Bank at the 
official rate within a reasonable waiting period. Successful debt 
renegotiations will take some pressure off the rate. However, continued 
currency speculation and the daily minidevaluation of the official rate 
could lead to further weakening of the free market sucres/dollar rate over 
the remainder of 1983. 


OPPORTUNITIES FOR U.S. EXPORTS 


The United States has for many years been Ecuador's single most important 
trading partner. U.S. exports to Ecuador are estimated to be $749 million 
in 1982, equivalent to some 37.7 percent of total Ecuadorean imports. Japan 
is Ecuador's second most important source of imports (12 percent market 
share); West Germany is third (7 percent). Exports to Ecuador from the 
United States include a wide variety of capital goods, raw and semiprocessed 
materials for industry, agricultural products and, to a lesser degree, 
consumer goods. Continued sluggishness in the country's export sector, 
combined with a heavy debt service burden, have caused the Government to 
impose a series of import restrictions in order to halt the depletion of the 
Central Bank's international reserves. These measures include increased 
prior deposit requirements, limitations on import financing and the outright 
prohibition of the import of a wide range of goods. ‘These restrictions, 
coupled with the March 1983 devaluation, newly imposed import surcharges, 
and a general business slowdown, should cause a substantial reduction in 
Ecuadorean imports during the year. 
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Despite these negative conditions, there remain substantial and broad export 
possibilities for the U.S. business community, particularly those exporters 
able to provide support services, spare parts, and training, including 
Spanish manuals and instructions for technicians. The ability to.make rapid 
deliveries and, most importantly, provide an attractive financing package 
are also important considerations where many prospective suppliers from the 
United States are facing strong competition from foreign exporters. 


The Government of Ecuador and Ecuadorean public sector institutions are 
Placing increasing emphasis on government-to-government transactions (often 
as part of a broader technical cooperation package); innovative financing 
support; and countertrade transactions, particularly in cases where the 
foreign exporter is willing to accept payment in Ecuadorean bananas or other 
agricultural products. Such transactions, which can be expected to 
increase, do not necessarily place U.S. competitors at a disadvantage, 
provided these enterprises are willing to be more flexible and selective in 
their pursuit of marketing opportunities and willing to take into account 
the fact that procurement decisions by the public sector are made only after 


increasingly lengthy delays. 


For American companies not already represented in the Ecuadorean market, the 
appointment of a local agent or representative is required under Ecuadorean 
law. It is usually preferable to appoint an agent for the country as a 
whole, particularly for items having a high unit cost. A knowledgeable 
agent is important, as many public sector spending opportunities are being 
handled through procurement mechanisms other than well-publicized 
international calls for bids. An aggressive agent may be able to influence 
procurement decisions by becoming involved in the study and design stages of 
a project, that is, before prospective suppliers lacking an on-the-scene 
agent are even aware of the sales opportunity. In selecting an agent, some 
new-to-market firms might consider associating themselves with an 
established dealer seeking to fill out his product line. For exporters of 
equipment and services unable to visit Ecuador, the Agent/Distributor 
Service offered by the Department of Commerce in cooperation with the 
Embassy and the Consulate General in Guayaquil is an effective way to go 
about entering the Ecuadorean market. 


BEST PROSPECTS 


Sales to Ecuador's public sector, despite the recent drop-off in the rate of 
increase in public sector spending, generally continue to represent the best 
export opportunities. While many of the major projects contained in the 
1980-1984 National Development Plan have been scaled back, deferred, or 
cancelled, a wide range of U.S. exporters should be able to develop 
satisfactory business relationships. The Embassy and Consulate General in 
Guayaquil see the following as representing above-average export prospects 
over the near term: 


TELECOMMUNICATIONS EQUIPMENT: The Ecuadorean public sector is cutting back 
what had been a very ambitious set of projects in the telecommunications 
sector. Nonetheless, good market opportunities remain. IETEL, the state 
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communications authority, is presently enlarging its antiquated system and 
is expected to install 100,000 new lines plus switching equipment in the 
next few years. Sweden, with a larger market share than the United States, 
and Japan are the strongest competitors for U.S. firms. Major end-users are 
IETEL; the Ministries of Defense and of Government (Police); and Ecuadorean 
television and radio stations. Quality products from the United States, 
provided they are compatible with existing equipment and are supported by 
rapid delivery and follow-up servicing, have good prospects. Products 
incorporating state-of-the-art technology are likely to have an advantage in 
the market. Best sales prospects include telephone switching and 
switchboard equipment, radio communicatons equipment, TV and telex equipment. 


PETROLEUM INDUSTRY EQUIPMENT: Ma‘jor end-users include CEPE, the state oil 
campany; Texaco, which currently produces about 95 percent of Ecuador's 
crude as operator of the CEPE/Texaco Consortium; and City Investing. In 
August 1982, the Government amended the country's hydrocarbon legislation to 
allow for foreign companies to enter into "risk-sharing" exploratory 
contracts with Ecuador. The necessary implementing regulations have now 
been issued, and bidding on specific blocks by foreign companies began in 
June 1983, opening up new possibilities for petroleum industry equipment and 
service suppliers. 


CEPE's efforts to locate and develop additional petroleum deposits have 
accelerated significantly since late 1979. CEPE's industrialization efforts 
(expansion of the Esmeraldas refinery, construction of a new 75,000 
barrel-per-day refinery, construction of a lubricants plant, a fertilizer 
plant, and eventually a petrochemical complex) are proceeding slowly, 
although CEPE has announced its intention to spend $2 billion over the next 
six years on these projects. Companies from the United States have 


traditionally supplied more than two-thirds of Ecuador's imports of 
petroleum industry equipment. Japanese companies remain our strongest 
competitors in this sector, although companies from Mexico, Brazil, and 
Venezuela are active in looking for sales opportunities. 


The best prospects for incremental sales to CEPE in the medium term include 
pipe, pumps and compressors, petroleum production equipment, petroleum 
storage tanks, drilling rigs and accessories, and replacement parts for 
these items. U.S. construction and engineering companies may wish to 
approach CEPE to lay the groundwork for future involvement in major 
industrialization projects. Procurement by CEPE may increase dramatically 
in the future, as the company has notified Texaco of its intent to become 
operator of the consortium in 1985. This change would mean that CEPE, and 
not Texaco, would be responsible for equipment and service purchases for the 
consortium. In addition, U.S. suppliers of motor gasoline, diesel, and 
kerosene should be aware that CEPE imports $200 million of these products 
annually. CEPE has a procurement office in Houston, which is located at 
1980 South Post Oak Road, Houston, Texas 77056; telephone 713-850-1601; 
Telex 76-2441. Major procurement decisions, however, are usually made by 
the CEPE headquarters in Quito. 
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FISHING AND SEAFOOD PROCESSING EQUIPMENT: The Government of Ecuador is now 

an active role promoting fisheries exports. World demand for 
seafood is increasing, and this was the only sector of the Ecuadorean 
economy to show dynamic growth during 1982. Shrimp farming is growing; 1983 
shrimp exports are projected to be $120 million. Best prospects include 
fishing boats; search equipment; shrimp farming technological equipment and 
training; and processing, freezing, and packing equipment. 


MEDICAL SUPPLIES AND EQUIPMENT: Best prospects for sales include the 
following types Of equipment: ultrasound scanning, nuclear magnetic 
resonance, small scale X-ray, portable electrocardiograph, and 
anesthesiological. Also excellent prospects are disposables, such as 
syringes, catheters, and needles. The health care field in Ecuador is 
dominated by a number of public sector agencies, including the Ministry of 
Public Health; IESS, the Ecuadorean Social Security Institute; the Armed 
Forces of Ecuador; and the National Police. While the construction of new 
public sector medical facilities is expected to moderate over the next few 
years, already existing facilities will remain a significant market for 
replacement supplies and equipment. Private sector projects include a new 
150-bed hospital in Quito which is scheduled to be equipped in 1983. 
Improving health care (particularly preventive medicine) in rural areas is 
an important component of the Government's Integrated Rural Development 
strategy and should emerge as a major spending priority during the 
mid-1980's. Recent Government emphasis on dental care should also lead to 
large purchases of dental equipment and instruments. The United States has 
traditionally been the leading supplier of equipment to the health care 
sector, with a market share of 49 percent in 1981. Major competitors come 
from the Federal Republic of Germany, Japan, and the United Kingdom. The 
fact that many Ecuadorean medical personnel have been trained in the United 
States is an advantage for U.S. exporters. 


CONSTRUCTION MACHINERY AND EQUIPMENT: Despite steep cutbacks in major 
projects in the construction sector, the Government of Ecuador continues to 
emphasize infrastructure expansion such as secondary and tertiary road 
building, irrigation, potable water and sewage disposal projects, and some 
hydroelectric projects. The damage to roads and bridges caused by the 
1982/83 rainy season flooding should also create further demand for 
construction equipment. The United States supplied 52 percent of Ecuador's 
imports in this sector in 1981 but faces strong competition from Japan, the 
Federal Republic of Germany, and the United Kingdom. Major end-users 
include the Ministry of Public Works; Army Corps of Engineers; and private 
construction companies, some of which work under contract to CEPE (state oil 
company), the CEPE/Texaco Consortium, and provincial and local public sector 
entities. Best prospects for sales include self-propelled vibratory 
rollers; crushing plants; asphalt batching, distribution and finishing 
plants; service trucks; lowboys; and equipment accesories and parts. 
New-to-market suppliers of crawler tractors, motorgraders, front loaders, 
and backhoes face strong competition from established dealers. 

Opportunities for the sale of most used equipment are minimal, and leasing 
of construction machinery has not been successful in Ecuador. Additional 
information is contained in a Post-Initiated Market Study on Construction 
Machinery and Equipment completed in July 1981. 





a ee 


UPCOMING TRADE EVENTS: ‘The U.S. Department of Commerce will be sponsoring 
or hosting participation in the following trade events in Ecuador in the 
near future: 


Plastic Production Equipment Catalog Show, August 1983. 

Food Processing and Packaging Trade Mission, September 1983. 

International Fair of Guayaquil, October 1983. 

Puerto Rico Trade Mission, November 1983. 

Oil and Gas Production, Transportation, Refinery Machinery and 
Equipment Trade Mission, February 1984. 

Medical/Dental Supplies Equipment and Hospital Supplies Trade Mission, 
May 1984. 


INVESTMENT CLIMATE AND OPPORTUNITIES 


LAWS AND POLICIES: Because of Ecuador's membership in the Andean Pact, the 
Pact's Decisions 24, 103, and 109 governing foreign direct investment apply 
here. These laws are supplemented by Ecuador's Industrial Development Law, 
approved during the mid-1970's, and specific sectoral laws, such as the 
Banking Law of 1970, the Hydrocarbons Law of 1971 (as amended), and the 
Fishing Law of 1973. In the past, Ecuador has chosen to implement some of 
the Andean Pact's restrictions on foreign investment in a flexible manner 
(e.g., by allowing two previously established branches of U.S. banks to 
retain 100 percent foreign equity ownership). President Hurtado has 
publicly asserted that Ecuador welcomes and encourages foreign direct 
investment, particularly in the export and hydrocarbons sectors. Ecuador 
offers various tax and other incentives to new investment, with more 
generous incentives available when investors are willing to locate outside 
the Quito and Guayaquil areas. The Ministry of Commerce and Industries 
serves as the screening mechanism for foreign investment, while CENDES, the 
Industrial Development Center for Ecuador, offers certain assistance. 


EXPERIENCE OF U.S.FIRMS: Hydrocarbons (petroleum and natural gas) companies 
from the United States that have become involved in Ecuador have had mixed 
experiences. New policies instituted by the military government in 1972 led 
to a decision by most of the U.S. and other foreign-based petroleum companies 
then involved in Ecuador to leave the country. In the mid-1970's Gulf Oil 
Company and the Government came to an agreement whereby Gulf sold its share 
in the Texaco/Gulf/CEPE Consortium and in the Trans-Ecuadorean Pipeline 
System to the state oil company. The Government's cancellation of natural 
gas concessions during the 1970's discouraged many private oil companies. 

In late 1982, the Government unilaterally cancelled its contract with 
PERMARGO, a Mexican firm which had been drilling in the Gulf of Guayaquil. 
Texaco and City Investing Company (owned by the Clyde Petroleum Group) 
continue their operations in Ecuador. A number of U.S.-based companies have 
indicated interest in undertaking hydrocarbons exploratory activities in 
Ecuador under mutually satisfactory terms and conditions. 





~~ 


The experience of U.S. investors in Ecuador's manufacturing, food processing, 
tourism, and banking sectors has been more favorable. Among some current 
investors, however, there is concern over labor conflicts, increasing labor 
costs, and the failure of governmental authorities to dislodge squatters or 
workers illegally occupying company installations. Another cause for 
complaint has been the slowdown in the decision-making process within the 
bureaucracy. These concerns are far from universal among business community 
representatives; various U.S. citizens with business interest here remain 
satisfied with their operations. The Government and the U.S. owners of 
Guayaquil's electric utility (EMELEC) are negotiating an early buy-out of 
the firm, before the expiration of its concession in 1985. No reliable 
statistics on the net book value of U.S. direct investment in Ecuador are 
available; $600 million is the Embassy's estimate. 


OPPORTUNITIES: The Ecuadorean Government's recent efforts to encourage new 
hydrocarbons sector exploratory activities suggest that the role of foreign 
oil companies in Ecuador will be increasing over time. Opportunities for 
investments also exist in other sectors. Of special current interest is 
Ecuador's rapidly expanding shrimp farming industry. Other ventures in the 
broad “agroindustrial" area are also worth investigating. There is wide 
agreement that Ecuador has considerable potential as a producer of wood and 
wood products, and as a producer of minerals. At present minerals 
development is very limited, with much of Ecuador yet to be explored. Many 
prospective private investors consider that current mining laws and policies 
offer insufficient incentives and guarantees and await approval and 
implementation of a new mining law, under consideration in the Congress. 


FOR FURTHER INFORMATION 


The Embassy in Quito and the Consulate General in Guayaquil, in cooperation 
with the Departments of Commerce, Agriculture, and State in the United 
States, stand ready to assist exporters, investors, and others from the 
United States interested in broadening U.S./&cuadorean commercial relations. 
Those in the United States should make the nearest Department of Commerce 
District Office their first point of contact. In addition to providing 
general briefing materials, the District Office trade specialists can give 
both general and specific information and assistance, such as the previously 
mentioned Agent/Distributor Service (ADS), credit reports on individual 
Ecuadorean importers or prospective agents (WIDR), recent market research 
studies, and guidance on the upcoming trade missions, technical seminars, 
and catalog exhibitions that are scheduled to be held in Quito and/or 
Guayaquil. Available publications include the February 1982 Overseas 
Business Report, "Marketing in Ecuador." The Department of State published 
a revised "Background Notes on Ecuador" in March 1982. The Country 
Specialists for Ecuador in both the Department of Commerce's International 
Trade Administration, the Department of State, and the Foreign Agricultural 
Service, USDA, can also be valuable sources of assistance. Business 
visitors to Ecuador are invited to make an appointment to meet with the 
Foreign Commercial Service Officers assigned to Quito and Guayaquil, the 
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Embassy's Agricultural Attache, and/or the Embassy's Economic/Petroleum 
Officer. ‘These officers are prepared to offer all appropriate assistance, 
including making available U.S. Government facilities for small trade 
promotion events, suggesting possible appointments and contacts, and 
providing general and specific information on commercial and economic 
matters. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-381-007:538 
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